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In late April, President Alvaro Arzu's administration announced that the Guatemalan government
will soon begin to "demonopolize" the country's telecommunications industry by permitting private
firms to manage services that the state company Empresa Guatemalteca de Telecomunicaciones
(GUATEL) is unable to administer efficiently. In addition, the government is considering
demonopolization of some other key public services, such as electricity production and distribution.
By pursuing a strategy of demonopolization rather than outright privatization, the government
hopes to avoid costly conflicts with labor organizations. The strategy will also allow the state to
maintain ultimate control over some industries that are still considered strategically important for
political reasons, such as telecommunications services.
Since the mid-1980s, when debate over the privatization of state firms began to gain force in Central
America, Guatemala has been one of the slowest countries in the region to initiate the sale of public
firms, largely because of adamant opposition by the country's labor organizations, plus adverse
public opinion. To date, the only firm that has been privatized is the former state airline AVIATECA,
which was sold to the Salvadoran firm TACA during ex-president Vinicio Cerezo's government
(1986-1990). Since then, consecutive governments have periodically announced plans to sell off
many of the state's 38 enterprises. In fact, in 1991 the business organization Camara Empresarial
(CAEM) carried out a study of government firms on behalf of the US Agency for International
Development (USAID). CAEM concluded that 32 of Guatemala's 38 state companies should be
privatized.
In particular, CAEM recommended that six firms should be sold immediately: the telephone
company GUATEL, the electric generating institute Instituto Nacional de Electrificacion (INDE), the
electricity-distribution company Empresa Electrica de Guatemala (EEGSA), the railroad corporation
Ferrocarriles de Guatemala (FEGUA), the Santo Tomas Port Authority, and the San Bartolo Free
Trade and Industry Zone. Under CAEM's plan, the remaining public institutes would be slowly sold
off over the medium to long term, with the process completed by the turn of the century. Under
former president Ramiro de Leon Carpio, who left office last January, the government did attempt to
implement some of CAEM's suggestions.
In November 1994, de Leon Carpio formed a special Privatization and Demonopolization
Commission to draw up plans to either directly sell the six state firms that CAEM suggested for
immediate privatization, or to open those industries to private sector participation. Nevertheless,
energetic protests by labor organizations particularly the GUATEL, INDE, and EEGSA unions
forced the government to back down by early 1995 (see NotiSur, 01/19/95 and 01/26/95). The
GUATEL union, for example, carried out constant street demonstrations in the capital, and it
threatened an open-ended, nationwide strike to shut down telecommunications around the
country. As a result, by March 1995 the government decided to completely dissolve the Privatization
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Commission and leave the decision regarding the future of public enterprises to the next
government.
Since taking office, President Arzu's administration has been extremely cautious about its plans
regarding privatization. The government, however, has been under constant pressure from the
private sector to launch a comprehensive privatization program in exchange for the business
community's backing for a series of emergency tax measures that the Arzu administration is
promoting to cut the bottom out of the fiscal deficit (see NotiSur, 04/25/96). The business community
argues that, if it agrees to pay more taxes to help manage the state's chronic fiscal gap, then the
government must be willing to carry out structural reforms to eliminate the root causes of the deficit,
such as selling or dissolving inefficient and debt-ridden state firms.
In fact, largely to placate the private sector and win support for the tax package, the Arzu
administration sent a bill to Congress in mid-April that, if approved, would mark an important step
toward deregulation of the domestic financial market by rolling back Central Bank intervention in
the economy. Under the bill, the Central Bank which currently controls 85% of foreign-currency
transactions as part of a policy that allows the government to maintain a stable exchange rate would
give up its command of the money markets. In effect, the bill would privatize the purchase and
sale of foreign exchange by turning that financial service over to the country's commercial banks.
Notwithstanding such measures, until now the government had not outlined any clear plans for the
privatization of state firms.
On April 27, however, Communications and Public Works Minister Fritz Garcia Gallont announced
that the government is now completing the blueprint of a program to demonopolize public
services, beginning with GUATEL. Under the program, rather than sell off state firms outright, the
government would reform the laws that grant the state a monopoly over particular services to pave
the way for business participation in those industries. According to Garcia, the goal is to improve
efficiency, both in terms of the services provided and the prices charged to consumers. "We need
to eliminate the state's monopolistic bias, which provokes inefficiency and elevated prices," said
Garcia. "GUATEL, for example, is simply incapable of providing sufficient service throughout the
country, leading to pent up demand in the market."
Indeed, Guatemala has one of fewest number of telephones per capita in the world, with about one
telephone per 100 inhabitants. Currently, there are only 400,000 telephones that are installed and
operating, 80% of which are in the capital. GUATEL has more than 400,000 outstanding requests
for new telephone lines that it has been unable to fulfill, since at best the company only has the
capacity to install up to 10,000 new lines per month. As a result, potential customers must wait years
for telephone installation, which costs about US$1,000 in urban areas and US$1,500 in rural zones.
Moreover, GUATEL estimates that an additional 1.5 million new telephone lines will be needed by
the year 2000, immensely increasing pressure on the government to permit private companies to
manage some telephone services.
According to GUATEL's general manager, Alfredo Guzman, the government will soon send a bill
to Congress that would, among other things, allow private firms to provide services in small towns,
operate sub-central stations, install new lines, and provide maintenance for customers. In addition,
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the bill would create a new telecommunications superintendency to regulate the industry. And,
GUATEL would be required to provide access to its network for special service providers that are
currently treated as competitors, such as call-back services, tele-data services, direct access to 800
numbers in the US, and others.
The demonopolization plan should also encourage GUATEL to reinitiate efforts to expand cellular
telephone service in Guatemala. Currently, only one cellular operator, COMCEL, is providing
service for about 30,000 installed telephone lines, using one of the two frequencies that cellular
systems operate on. An effort by the previous government to contract out cellular service on the
second frequency failed after irregularities were discovered in the auction process, in which 10
companies participated. By discarding privatization in favor of demonopolization, the government
will probably not encounter any serious opposition from the GUATEL union. Workers have
generally only resisted the outright sale of the company out of fear that massive layoffs of employees
would occur, and because GUATEL is one of the few state firms that consistently reports high profit
rates each year, which the union believes eliminates justification for GUATEL's sale.
Once the GUATEL reform is underway, the government will probably then proceed with
efforts to demonopolize the country's electricity generation and distribution services. Like the
telecommunications sector, the energy industry is extremely underdeveloped. Only 37% of the
population has access to electric services, making Guatemala the second most underdeveloped
country in the hemisphere after Haiti in terms of electricity generation and consumption. Moreover,
unlike GUATEL, INDE and EEGSA are both heavily in debt and are operating with chronic deficits,
leading to a vicious circle of debt accumulation. The electrical workers' union STINDE has fought
hard to block any attempt to privatize INDE or EEGSA, since, like the GUATEL workers, the
electricity sector's 7,000-person workforce fears that privatization would lead to massive layoffs.
Consumer opposition has also blocked privatization since customers fear that private firms
would substantially raise the country's electricity rates. It remains to be seen if STINDE will
oppose demonopolization. The government has already sent a bill to Congress the Ley General
de Electricidad that would open the entire electricity generation and distribution system to
competition by the private sector. Although the decision to emphasize demonopolization rather
than privatization is principally aimed at easing conflicts with the country's labor movement, the
new policy will also allow the state to retain ultimate control of strategic services that for political
reasons are still considered "sensitive." In fact, in mid-April in a revealing demonstration of the
unique political advantages that the new policy offers the government the Arzu administration
approved new regulations that will severely weaken the ability of independent operators to provide
access to the Internet. By executive decree, the Arzu administration has ruled that private satellite or
telecommunications links to the Internet are now illegal.
Consequently, the right of direct access to the Internet is now reserved solely for GUATEL. In
addition, the decree makes it illegal for Internet users to make a phone call abroad to access the
Internet server of their choice, even if they use GUATEL's lines. "GUATEL is the only one that can
directly connect itself to the Internet Global Network," reads the decree, which was published in the
official government daily Diario de Centroamerica on April 12, converting it immediately into law.
"It is forbidden for end users and providers of Internet service...to use any transmission medium
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 3 of 5

LADB Article Id: 55667
ISSN: 1060-4189

other than the National Access Port of GUATEL to connect themselves to the Internet." The decree
which in effect creates a monopoly on Internet use in Guatemala is aimed at permitting government
censorship of Internet communications. Indeed, the ruling contains a list of prohibited conduct for
users. For example, the government has prohibited use of the Internet for purposes "against the
security of the state and public order" or "to cause damage or harm to the state."
Nelson Cifuentes, chief of the New Services Section of the International Division of GUATEL, said
that the government does not want the Internet used to transmit strategic military information,
although pornography would also fall under the heading of an affront to public order. He said that
GUATEL alone would make the decision about whether certain Internet activities fall in the domain
of prohibited use and that it would be monitoring what archives Internet users access.
"We will know what computers are receiving certain archives," said Cifuentes. "But we won't know
what those archives contain." Not surprisingly, the ruling has generated intense criticism from
private providers in Guatemala. "They've set the country back two or three decades," said Kenneth
Barnett, legal representative of Cybernet, a local Internet provider and the first one to have obtained
permission to use a private satellite link for its service. "Why is Guatemala the only country in the
world where the state-owned phone company is the only one that can hook itself up to the Internet?
It's ridiculous. It goes completely against the rules of free speech and free access and everything
the Internet stands for. If any type of censorship is ever required, they'll be in a perfect position to
achieve it. Every Internet communication will have to be routed through the government."
Meanwhile, notwithstanding the decision to favor demonopolization over privatization, the
government will still seek to sell some state firms outright, especially when opposition is limited.
Although a formal government announcement is still forthcoming, the Arzu administration will
likely place the state railroad FEGUA on the auction bloc fairly soon. In mid-1995, the de Leon
Carpio administration hired the Price Waterhouse consulting firm to draw up technical and financial
terms of reference to offer the railroad as a 25- year concession. Once the railroad is opened to
bidding, Price Waterhouse will also provide private assessment of the offers. The consulting firm
already made its recommendations on the terms of the concession.
Based on those guidelines, the government is unlikely to set a base price for the auction, but
the winning bidder would be expected to liquidate FEGUA's current debts, valued at about US
$8 million. These debts include loans granted by the central government, debts with suppliers,
obligations with the Guatemalan Social Security Institute, and severance payments owed by the
company. The labor movement is not likely to oppose FEGUA's privatization given the company's
nearly moribund state. The railroad dates back more than a century, and although some freight
services are still operating, service is far too inefficient to compete with other forms of cargo
transport. Passenger service is nonexistent.
Still, Guatemala has the most extensive railway system in Central America, with a total of 993
km. of lines that traverse the country from east to west, connecting Pacific and Atlantic ports and
providing an overland means of transportation from Puerto Barrios on the Caribbean to the Mexican
border on the south-western Pacific coast. Given Guatemala's singular geographic position, the
government hopes that privatization will revitalize the railroad system and allow the country to
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play a strategic role in long-term integration schemes between Mexico and Central America. In
addition, the government hopes that FEGUA's revitalization will help promote initiatives that
tend toward a Central American railway network. [Sources: La Prensa Grafica (El Salvador),
03/20/96; International Market Insights, US Embassy (Guatemala), 01/12/96, 03/07/96, 03/21/96; Siglo
Veintiuno (Guatemala), 03/23/96, 04/02/96; Prensa Libre (Guatemala), 03/15/96, 03/21/96, 03/26/96,
03/28/96, 04/08/96, 04/10/96, 04/11/96; Inter Press Service, 04/23/96; Guatemala Weekly Bulletin,
04/26/96; Agencia Centroamericana de Noticias-Spanish news service EFE, 04/27/96; Inforpress
Centroamericana (Guatemala), 02/01/96, 04/18/96, 04/25/96, 05/02/96]

-- End --

©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 5 of 5

